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~Teleco.. f~Corporadoa is._-~-oJdtIIecommun...... COJIIUItbwIlld
fJIIIin-iDI firm baled in DIIIII, Ta.. For die lilt ftve yea, Mldy III ill time _ b.- devoted to
projects related to PCS. WIaIe '..........f isl ...n .... (_ deftMcl in the eurrIIIt PCS
proceediDp), ita PCS cI... IIa¥e indadld .., JDIior teIeconN'n~ COJIII*IiII. As I -wt,
Impulse hal piDed suIJet_w bowl with PCS, aad II precJIeIy the tiDd of IIDIIl
bus.... the Commiuion's eIIdty nat. were dIIiped to 1IICOUlIp. 'The Company vfIlY IIIIdl
supportl1l1e Commiuion's to .... dill IIDII1 busm.'II, miDoritieI aDd WOIIIIIl are liven an
opportunity to participate in dlia excitiDI new tedmololY.

It iI Impulse's view, however, dIat the CommiuioD's nat. _ curr"')" coDftprecl wDlllOt ptI'IIIit
adequate poIt-lIlCtioa sJ*D builcl-out fuDd-niliDa by DEI. 1be PCS busm.. will be hiIblY capDl
__Ive, aDd DBa will flee CCJIIIP4idoD in .-1y .,., IDIrbt from It I.. two aperieRced ..well
fin.ncecI PCS co...,edton.. two well.....iIIMd ,*,Ju1ar cmien. GiY.die DIDIre of the COiJ4NIddoa,
aDd the subltaatill~ ftNIIdred in aucc.tblly cItpIoJiDa I PCS network, the Commiuion sboukl
be certain that ita rul. do DOt UIIduly reatrict DBa' acceu to capital.

As the~~ deIDoIm_, 1DIpuIIe belieY. dill even thouIh tile teqIIirema to
hold I 2S percIIIt equity ... It the omaet is.1lppfOpriIt.e, the~ to .....m 2S perceat
minimum equity tItrow,.."* ofdttt WIIIJft ....y limitI aonul capital forJDIdoD by DBa. 1be
l'fIMind. of tidal....... tile bltll of tile Compaay'. CODCIrDI aDd ...... I miDor revilion to
the Commiuion'. rul. which coukt r"Y dlIIt ~.... As deIcribed in furtIaIr cletail below, we
propote 1hIt after the IlICdoM tile FCC sbould ....... """.".,............5,.,..••
~ • 1fIIII11to1t1111p .,DIll. lbll will allow ICCeII to I broad base of small sba'ebolden.

1qJuIse belleY. 1hIt thiI miIIor nate dlIDae will1l1eYilte the rIItrIiDt on fuad-niliDa lIDd will ....
strona 101ll-term competitioD from lIII0111 the nob of DBa wbile minimizin& the pouibility of sbam
applicants. It addition, it should DOt reduce 111. Comm.isaion's ability to detect insincere applications.
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1. The Capbl FOlTZ'" Problem
As an entrepreneur, let me prlllllt the capital problem as it appears from the point of view of a small
business planning to bid in the BTA auction.

'lbe first capital formItion problem is to raise fuDdJ for biddiDa. AasumiDa the BTA auctions
10 for a nadoDIl av...e of arouud S3S per pop, with the top quality liceaaea lOiIII for three
times that (101M of our sceaarioa ret1ect theM price levu). For an av..,e BTA with one
million populaDon, lit the av...e price of 53S per pop, the liceose COlt will be 53S million. 'lbe
small busineu DE buyiaa the BTA pta a 10 perceat biddiDa credit ($3.S millioa) and leta the
iDstallmeut plan widllG percent down pa)'lDllll. The down paymeut in this $3S millioa example
CODlll to 53. IS miUioD, leaviDa a 528.4 million debt. The pre-auction capital need is to raise
all or most of $4 mlllioa, primarily to cover the down payment, but with some additional fuDdJ
for leaal fees, and a small reserve for IettinI started.

As a small buliMIa with iDliIht, --IY, eatnprIIIIUriaI spirit, the American Dream, QIfIJ llttk
ctUlt, we need to 1111 our buam- plaD to iDveIton to nile dial S4 million. SiDce IIDI1l buIiMIs
needs inveltOn to provide lllIIOIt III the CIIh, we fbMl dial tINy normally expect • cleal structured
so that if all tDmI out well, we let a IS to 20 percem iJUreIt, aad they I. 10 percem to IS
percent. After~with..-oua people kDowledplble ill sudl traMactioDI, we fiDd thIt
this expectltion it ill fICt a "'plaiD. vllDilla" dell. 'The fiMDciallDllbta I ......y apect to Jive
up • caniecI iJanIt to tho.. wIao developed the co-. IIId MiNIs plan, IIId wIao wiIl .....e
the busiDeal. In fact, tINy usually insist on the fouDden' bavma tIaIt iDta"1It in ord« to provide
proper ~_ for aucc.I. In so_ CIMI, if the manaa-a team is partlcu1lr1y
tnowledpllble aad experienced, the perceotap can be sJiahdy hiper. That's the marbt price
for start up capital.

Fortunately, we haw our eaII'y to .... Eanpna..'. block IIICdoa, our biddiDI cndit, IIId our
installmeut piaft~ to CODtribute to the trIMKtion. For a small bua.... theIe can be
valued at 10 perceat iDitiaI equity iDt«eIt. 'lberetbre, with some difficulty, we can lit initial
fiDancin& aad retaiD the 2S perceat required by the FCC rules.

The initial fuDda~ it just the tip of the iceber.. HaviDI railed that ftnt $4 miUion,
aad speat IIIOIt of it ..... IUCtion, we DOW face tine larae on-aoUw ""'1 for ftuIdI: dtbt
paymeatl (on the a:tioa debt), capital ..... (for CODIUUCtioIl of dle ......PCS aetwort
of celli), IIId opel'" ..__ (we project ftve y.. of loues before turDiDI • profit). We
_imate lix or .... ,... of aepdve CIIh flow. Tbe lIIIIOUIIt DMded eIdl year varieI, but null

at two or dine t'- 1M iDIdIl $4 millioD. JUit the ftnt year iIItInIt pa)'lDllllllloM itllOUlld
$2.8 mililoa (Mldy.. to the dowa paymeIIt). The totI1 needed over lix y.. to lUCCesafuUy
build the PeS~. ia our example BTA is S60 million (about twice dle totalllllOUllt bid).

After succ_1fuIIy 'bkM'eI1Dd wiDDiDa the liClllH, we iDvlltipte bodl debt aDd equity proIpICtI
to provide tbiI follow ftaIIIciDI. Our equipIDeat veadon offer to t1DaJIce their~ IDd
we expect to tab OB Idditioul debt. 1bia 1leqM, of course, but we ItiI1 have to flU dle CIIh
to make the pay_I 2. OIl ..dtbt. We CID't borrow .y more IIIIl.'tMY bee... we are lI~y
heavily lev..... (tile actio. dtbt aDd dle equip_ debt). So we have to tum to dle equity
marketa, aDd III1J)11t of tile equity iDtenIt in dle~s. The equity martell are apec:ted to
wort for us becIuIe in the 10lIl run we foreMe • very profitable buaiDeal. But we do face •
substantial risk: of sellina stock: at a lower price than planoed.

But selima equity ....Ilily requires us to accept cWution of our... (DOte that our oriIiul
investon let equally diluted). 'lbe dilution isn't too bad, because DOW we are a start up company



holdina valuable ... - the PCS licensea - whet... before we were just selIma a "poteDtial".
Our stock price is DOW drImaticaI.ly hiper, aDd we olliy tate a 10 percent dilution to raise the
first year's operatiDa fuDds, droppiq our ownenbip from 2S percent to 22.5 perceDt. Additional
salea of stock over the next five or six yean will dilute the orilinal investon to about SOper~
aDd 10 dilute our shire from 25 percent to 12 percent. We need a total of about $60 million post­
auction to mate our $4 million seed grow into a self fundin, business.

1bia investmeDt~ is a reMODlble tnDIICtion for all concemed, but unfortuDltely contlicta with
the FCC rulea for DE's in the PCS lIletioDl. 1boIe rulea require that the DE equity ownenhip of 2S
percent be retained for the tell year liceaae period. We can handle the 2S percent requirement initially,
but we can't retain that level of ownership.

1/ lW stt1Tt at 25 ]JBU1It 0WftU11rip, then 110 j'wther dUutioft is allowed. At thlI poUlt we QTt

severely llndt«l III how lW raise the cash nadId to ""* ourpayrIte1ttl 011 the lIuUJllmellt loon
and to fund the bllll1lelS.

1/ lW COIIld stt1Tt at 50 ]J!U'CeIIt lIWMTIhIp, tIta • 25 ]¥rceIIt retabIed equity 11Ila allow III to
get dUlMd down to 25 perceIIt QI lW uU stock for worl1II, capital. BIIt dIM lW Iuwt 110 lWJ)'
to raise 1M auh 1Wded to get iIIto 1M auction. I1M!ston lWJ1I',pili up all 1M CQIh for 01lly htJlf
ofthe retIU7I.

N.... of these altlnlltlv. worb. SIIIIll buiDeu .... a mocliftcation of the rul. aDd definitionI to
allow a succ_ful chIIIIIIp of _ competitDrs. 11le propoaed cbanae ia pr.1IIted below, but ftnt let
me present some additional information that supports the .eueral scenario u outlined above.

SupportInlo.·
Tbil ilhaItrldoa ia tDicIl, 1Nt the ........ would VIrJ quite a bit dlpeadu. on tile IIIIUre
of tile BTA, the co..ull.... 1M bid price in 1M 1UdioD, .. 10 Oft. The tbllowiD& ia bIMd on
a typical BTA widl • popIIIIIJoa of....0- lIIIilIioa.~ foncII&I are projectjoDl developed.
by Impulae'. industry validated proprietary wirel_ industry ecoDOIDIttic model. aDd databu•.

..Price w •••
The IBIfket for cellular COIIIpIIIieI oa. sbowI u.1lCtioM in the S200 to $300 per pop nDle for
major propertlel. v" .. die IUIIl of die J-...I~ value, tile curnm bu....
value, aDd the pre of tile lid.... of tumre but... catIl ftow. Buam- val\Jldon is
a compl_ fielcl, .. we UN • variety of model.. teeJuriquea. For a PeS buaiDell in a typical
BTA, one of our val\Jldon model. forecutI the followinl:

Veluadon AMIy.
:ILl ~

5MB 66 71
$pop 37 76 83

IL1ltih1:It.6:IL1ltl1ti1L1Q
78 86 9S 105 116 129 144 159
91 100 110 121 133 147 163 179

We expect to be ..... to parchIIe thilliceale in tile ae:tioD for S37/pop, whida ia tile price at
wbidl we funcIIt • ..,... IevtI of ntunl tbr our inveIton. By tile ead of,. 1 we have
iDcnIIed dill va. to $76Ipop by wiDaiD& die 1ic:eMe, .. tba ,..... ....pi.- in place
to ItIrtup tile ...... TIle Vllue ct"d.... to pow • we roll out the Clpital equipma, start up
opentioDI, _land~. AI this buIin•• 1dlieY••market ,..etratioIl similar to today'.
cellular buainel_, it thea also ... a similar IBIfket valuation.



PCS Start up CMh Jl1aw
'lbe three major eateFrieI of cash needs duriDa the startup years for a PeS operatina company
are payment for the I~, payment for the capital equipment, aDd cash for arOUDd five years of
neptive cash flow from operations, while operatin, expenses exceed revenues. Typical values for
each of these are shown below.

Ca. Flow Analylia
($MillioDl) ILl Itl ILl IU I1:.j IL6 ILl ILl IL2 It.liI
License Deposit -2.8
License Debt Service -2.S -2.S -S.S -S.2 -4.9 -4.6 -4.3 -4.0 -3.6 -3.3
Equip. Debt Service -0.1 -o.S -1.6 -2.2 -2.S -2.8 -3.3 -3.4 -3.1 -3.3
0peratiDg Income :.U :U :U ~ :1ul ~ U U U .1.U

-6.7 -6.7 -12.S -12.1 -10.1 -7.S -4.8 -1.8 1.6 4.4

The capital .... COItI run around $101p0p for iDitial coveraae, but IfOws with the number
of subIcriben I8d the caUiDg traftic per subIcrlber. We IIIUIDe tbat the equipIDIIlt iI financed by
the equipment Yeadon, aDd our cash flow analysis shows the principal aDd interest payments on
that debt.

Company operItioM run It a lou until year 6, I8d.. start l'UIIJIiDIlt a profit II the DUJIIber of
subecrlben JfOWI. Howtw«, the debt..-vice bum.... the baai..... from poIitive CIIh flow
until the DiDdl ,... The buill•• iDheremly bu tar,. fixed coatIlBd. low marJiDal coati. 1buI,
it 1'UDI at a 1011 until reachin, a critical IDUI of subIcrlbers, but becomes hi....y profitable
thereafter.

PCS ...... DI...
'lbil typical COIIII*lY rIiIed $4 mDlioJl pre-auetion, I8d miNd 25 perceat o.......ip for the
fouDd«s. n., in onIa' to meet the CIIh~ tbrouah y.. 8, the campay Deeded to
accept dilutioD of 0WI*IIUp in order to sell stock IDd mnaiDed in CODtt'OI throuJbout the period.
Howev.., 81 the COIIIfay valuadoB JI'OWS, the stock sella at increuiDgly hiJher priCII, aDd the
dilution is DOt exceuive.

As shown above, tbe compaay DIIdI $6.7 lIlillioll in tbe lint full 12 IIIODdIa of opentioDi. Giv.
the sceaario outllMd, 1M COIIIPaDY niHd $4 millioJl of initial .... equity IDd UIId $2.8 dlioJl
of that for the ..aioD down pa,... The company thus needs a stock offeriDa to raise aaodl«
$2.7 million just to survive the lint year.

'lbe projected dilution iI shown below.

DIlution AnIIIy.
ILl lU lLl YU I.t.1 lU ILl ILl IL2 IL1!l

FOUDlIen' .... 25" 22" 18" IS" 14" 12" 12" 12" 12" 12"
Seed iDYtIton .... 75" 67" S5" 46" 41" 37" 3S" 3'" 3'" 3'"
<ltIl« ilwllton a 11" 27" 39" 46" 50" S3" St" St" 54"

'lbil example sIIoWI for thiI BTA IDd buaiDIIIlClDlrio, the founder'. iDidaI25 perClllt equity
ownership is diluted down to 12 percent, even thouJb the founders did DOt sell any of their stock.



2. The GoU of tile DE ....
The Commiuion IlII iDdudtd special DE rules in its PeS plan in ord.. to provide

opportuDitiel for DBa in a .....y capital inteoIive and UIlCel'tIin new marketplace. Impulse aarees
inclusioll of these JfOUPI in PCS wUl help to brm, a new source of merlY, emrepreaeurism and
sustainable competitioa to the telecommunications market.

At the same time, the CommiIIioll ha so. to prevtDt abuHs of ita DE rul.. The beaet1tI
of the policy should be directed towad the iIltended recipillltl, DOt misappropriated for the aooc:t of
otherwise iIleliJible eatities. Such abuses have occurred ill other services and the Commissioll riahtly
hopes to avoid them here.

The priIlcipallMllll cIaoIIIl to protect the iJlteIrity of the DE rut. are: (1) a restrictioll of
traDlfen of DE held propeItiII .. a rlClptUre of DE ....... where sudl tnIlIfen occur; (2) a
requiremem.. the DE...... c:oaarol poup maimie collDOl of theI~ at all timeI; (3) a
limit of 25 I*'ceat OIl tile I9IitY htld by .y DOIHl.... invtItor; and (4) a miainmm equity
requir--. of 25 I*'CU tOr die DE coatrol poup. WhUe1lllpulle supportI all four of these
requiremeats ill coDClpt, our _yais demoDttI_ the choice of 25 percu II a mWmum equity
requiremellt throIIghoilt 1M life of1M venture creates serious f1DaIlcill. hurdI. for DBa.

3. 1be~_

Impulse believ. ita recaz........u will remove barrien to DE capital forIDItioll, will
str.... the CG'JllllrillkB policy pit, IIld will reduce the potIIJdlll fbr rule abuse. ImpuJJe is
proposq DO chIDpI ill liDtitlltic8 OIll~ ua.fen, llOIHIiltie illY..votiDl- equity
iaterestl, or ill DE CODttol. Nor doeIlmpulse rec:ommmd c1laIlIiIlI the 25 pweeat minimum equity
requiremellt.

Impulse propoIII .. tile CommiIIioD cbIDp die IDIdIod of calculldlll • DE's millimum
equity inter.. .... ... m ......DEI bold 25 pII'C*!It of the ... 1IItIrpriIe, the rul.
should require thIt DBI 0WIl••tty stab at I.. equI to 25 p«eeat of the total eqdy at the
outlet, aad thereat\'er (poIt a:tioa) OWll • equity stab of 25 perctDt of the total equity held by
msh1ppldm wjda en On S... 1bia pia wouIcI permit DBa to nile capital from DIJIDIroUI

small inveaton (sudlll tile puItIic equity JDlrtell) e\W if they thea fall below 25 pereeat equity,
without subjectial them to the threat of preasure from other lar.e investon who miabt seek to exert
undue iDflueace.

We could rely oe die SEC rule requiriDa....-1CqIIiriDa....1baIl5 p«eeat ....
in the compmy"" me. tbra 13d or 131 to DOdfy die·COIIIPIaY IDd the SEC of that eva. (Note
.. this DOtifieatioll...... is relied upoIl by the IRS for similar purpoeeI.)

ID. dais way, die CCl • pm ca allow DEI ~ fIIJ below 25 pwClllt of the total equity widlout
iIlcreum, the riIt daIt 1M DE wiIl10le COIIll'Ol of tile ...... ill the lJIO'WI. nil JDiDor
modifieatioll ia....' a...., requinIDB, coupled widl reteadoD of all adler DE
requir....., wiU ..,.III'YI ... eoa-iuioll's policy JOlla while p-eady eabaaciq a DE's ability to
raise operatiIla capitIllftao tile auctioIl.

Finally, a brief OOIftIDmt is requiJed OIl a ...t propoal to limit furtba' the number of
PeS lic:en_ any indiWDl desipated entity could pmchue. Specifically, tile Small
Business PeS AuociIdon SIIIIC*d, in its petitioll for JeC.'lOIIIident, that the 10 percent
limit on designated entity PCS licen-. be modified to limit DEs to 10 pen:eat ..,Jetim
coveraae, rather than 10 percent of licenses. Impulse believes this is a poorly conceived



proposal which, if adopted, could add additional burdens to DEs seeldnl financinl.

DEs entering the PCS JMrbtplace will face competition from two well-financed PCS
providers operatina OIl a broad MTA basis. In addition, in most metropolitan areas two
financially powerful oe11u1ar companies will be in operation on a regional basis. Alainst this
backdrop, DEs must formulate bicklinl strate&ies and procure tinancin& to create a
competitively viable approach to the purchase of PCS licenses. The formidable competitive
forces which will a1reIIdy be in pIKe, plus the need to arranle Iaqe amounts of tinancin&
from investon who must remain passive beyOlld their customary role, present DEs with a
sufficient challenge in their attempt to establish a successful PeS business. The additional
constraint of an artificiallimitaCion on the number of potential customers a DE can serve,
especially set as low as 10 pen:ent, will unduly complicate already complex bidding
strate&ia. And by calUna into question a DE's ability to re&ionalize a PeS operation (alone
the lines of the successful cellular operations), many potential investon may lose interest in
the PeS opportunity.

In short, the preYiouJ portions of this letter have outliDed many of the difficulties faced
by DEs in raisina capital under the existina let of rules. As dilCUl8ed above, if
moditications to this ICIIeme are to be enacted, they should be aimed at aivinl DEs assistance
throu&h greater flexibility, not bunJeninl them further with additional coostraints. The
current rule limitin& DEs to 10 percent of PeS ljq;pn should be left intact.

In c1oaq, ImpuIM lIfItI .. CommiIIion to adopt die mle revilion propoeedh",proqJtly.
Broadband PCS~ for tile EaIrtpnDeurial blocb .e apected tbiI aprm" IIId DEI l1reIdy are
wortinl dUiaeady to m ... tm.dDI. TIle IIOOIIK tile CoIDmiuion ca remove bIrrien to DE
capital formadon IIId brmI CIItIiDty to the financiallDlfkea, the sooner Impulae and mIIly other DEs
can finalize their fund-raisina eftbrta and easure the succeu of the Commillion'. policies.

Thank you verJ much for your consideration.

Sincerely,

Edward E. Junprman
President and CEO

Em/ar


